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P © X0 PROTEST RECEIVED. .
DEPARTMENT OF: THE TREASURY Releese copies to Dis’criat

INTERNAL; REVENUE SERVICE
WASHINGTON. D.C: 20224

i l
4 i ontact Person;
| .

e

gEC2IAM
o, A Identification:Number:

' r Qﬁtact Number: .

e 'Ern‘plbyg& Identification Number NP

- . Dear Applicant

L We have consuiered your appllcahon for recogmtlon of exemption from fedeml income tax.
T under sectlon 501(a) of. lhe internal Revenue Code as an organization described in’ saction- P
<1 501¢e)(3). Based:on the. information submified; we-have concluded that you do not qualify for 1

exemptlon under that sectlon The basls for our, oondusnon is-set forth below. - el

~ You! were mco rated under the laws of'the slate of—on —for ’

“ sechon 501 (c)(3) pUrposes “Your activitiesconsist of arranging for the obla ining -of health .
_ insirance by underserved populatlons Yous beheve that small employers are underserved i
= 'bemuse of thelr empl yee's: low rate’ of msuranoe o

I You were not.created by:a speaf c statute ir- but created with the full s,upport p
=7 and approval ofth Mnsurance: Commzs‘sloner Subsequent to the time that you were =, - .
/7 - formed, the state. of, Yenacted “the Busingss Health Partnership At The act provides

v that the state contracts wlth & not—forrproﬁt oorporallon to channel potenhal federal, state and -
i pnvale subgidies for heal urance to low.income. employees of small employers of less than A ey
"+ 50 employees. iThe notfor-proff t-entity would lhen offer enrollees a choice of competing health - .
- plans. The statute provides that: mdlvrduals who ‘can obtarn health insurance under this provision .
e heed to earrj\- less-than 200% ;o{:.the.federal verty level: You are an organization involvedin '

i+ *- this, program.and-will coordinate premium contributions from employers, employees. .and the -

- State Children’s Health lnsuranoe Program (S-CHIP) to purchase family médical policies

. _lhrough employer, sponsored plans. ' Additionally, you will coordinate state Medicaid funds with '

o ed sponsored ooverage fo

l

o You w:ll be supported by contnbuhons from the general public, Medlcard and other '
) publlc funds “You. will-use-these funds to negohate health insurance policies for the. small SRR
' .employers «The employees will then' have the optuon to purchase health insurance from.a ; B

. vanety,nf camers The employees pay the pr rnlums to the. selected cartier.

You w:ll publicize your services through news releases commumcataons by local
chambers ‘of: oommeroe and presentatnons to vanous orgamzatlons Subsequently, over fime- .

chase offamrly health lnsurance polncres in the o s
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- you, belreve your activxhes ‘will shift from arranglng for health care for low income employees of
small employers to pubhc education by dlssemmatmg information regarding: subsidies available
to prevxously uninsured Indlvnduals and educaﬁng individuals about their choices in.health plan-i,

and research and anal lhe factors that Inhnbrt growlh of publlc and pnvate health insyrance
eoverage i X , :

'.i

You currently haire a Board of Directorslmth slmng interests In employee medical

|
]
.,.- .o 1

Law: ';;, L o

I Secnon 501(c)(3) of the Code provides m parl for the exemptron from federal lneome |
- fax for. corporatlons ‘argariized and operated exclusively for charitable, scientific or- educational -

. shareholder or mdlvrdual

o Sectlon 1 501(0)(3)-1(d)(2) of the lnoome Tax Regulatrons provrdes lhat the term o

R, charitable" is used in Code section 501(0)(3) ln ltS’ generally aooepled legal sense. The ‘
R '-promoﬂon of healfhhas. long been recognized & as a charitable purpose. See Begtatemen

© k- (Second): of Trusts, sectibns*368, 372 (1958); 4A Scott and Fratcher, The: e Law of Trusts, .

S I¢ssening the burdens of govemment and rellef of the poorand drstressed ahd under L
'-«.-prlvnleged o Lo -

AR |n etter Business Burggu of nghigg on D Q_v United Slates 326 U.S. 279, 283
o {1945), the Court stated that "the presence 'of a'single . . [nonexempt] purpose, if substantlal in
. nature, will destroy lhe exemptlon regardless of the number or |mportance of truly . [exempt] l +,

’:'-\pumoses SRR

.. the'primary purpose of: operating and malntaming a purchasing agency for the benefit of its
- othérwise.urirelated: members:who-are- exempt from federal income tax as charitable organizations; .
is engaged m business -activities which would be unrelated activities if carried .on by any.one of the} -
: lax-exempt orgamzatlons served. 'Thervefore the. oorporabon is not entrtled to'exemption under i
B sectlon 501(c)(3) of lhe lntemal Revenue Code g _ o

; ; " in Rev Rul '69~545 ‘1969-2 C B: 117 lhe Service establlshed the community beneﬁt
' standard asi ithe- test’ by which lherServlce detenmnes whether a hospltal is orgamzed and
operated for the chamable purpose of prometmg health ,

. ‘free computenzed ‘donor duthorization retrigval: system 1o facilitate-transplantation-of body.
- organs upon-adonor's death qualrf' esfor exempfron under section 501 (c)(3) of the Code
" because by; facilitating the donation of organs which will be used to save lives,, it is serving: the 4

: health neede of the oommumty and therefore lS promohng health wuthrn the meanmg of the Rk

, !

" optionis. Additionally, you will act-as an advbicate for patients in a managed care envnronment .

: benefits and plan on transltionmg toa board lhatwill consist of small business tepresentahves : .

: purposes. provaded no-part of the corporauon ] net eamlngs inures tothe beneﬁt of any pnvate. ‘

" gechons 368; 372 (4thed 1989), and Rev. Rul 66-545, 1969-2.C:B. 117. ltalso lncludes I

" Rev:iRUl 54-305 1954-2 BT, pmwdes that'a oorporatlon organized and operated for:

" Revi Rul 75—192, 1975-1 C B 156 held 1hatanonproﬁt orgamzatron that operates a -




R general lawof chanty

. : ' Rev. Rul 77-68 1977~1 cB. 142, held that a nonpmﬁtorganization formed o pt'owde
: mdtvtdual psychological end educational evaluattons. as well as tutoring and therapy; for
children and jadolescents:with leaming’ dlsabllmes qualified for exemption under. section:

- 501 (c)(3) of the Code bétauss It both premoted health and advanced education. - Because its

services are desngned to relieve, psychological tenstons and mereby improve the mentat health o

of the chtldren and adolesoents it promoted heallh.

. In Rev. Rul 77-69 1977-1 C.B. 143 an Iorgnmzation was formed as.a Health: Systems
Agency (HSA) under the Nattonal Health Planmng and Resources: DevelopmentAct of 1974,
- As an‘HSA, the orgamzatton s primary responsibjlity was the provision of effecwe heaith.

;% « planning for a specified geographic area'and the. ipromotion of the developmentvwmm that area ;-
~.- of health services; staffing and facilities that met identified néeds, reduced inefficiencies and

implemented the HSA's health plan. The revenise ruling concluded that.by establishing and
-maintaining a system: of health plannlng and-resources development aimed at prowdmg

D adequate health.care, the HSA:was promoting the- health.of the residents of the area in which it
-7, funetioned. Therefore ‘the HSA quahﬂed for exemption under section 501(c)(3) of the Gode on i
ST ,the basns that it promoted health o : i .

© 4 Rev.Ral: 81-298 198131 C.B, 328, held that a nonproﬁt organtzatlon that provides j
", housing, transportation and counsehng to hospital patients' relatives and friends wha travel to .
", thelocality 1o assist:and.comfort: the patients qualifies for exemption. urider section 501(c)(3) of

. .. the-Code because it promotes healith'by helping 1o relieve the distress of haspital patients who ?

3 benef t from the' vzsnatton and oomfort provnded by their. relatives and fnends

D i Professlonal Standards Revi niz:
o ngmlssmne , TA T.G; 240 (1980), acq., 1980-2 C.B. 2 ("Queens County PSRO"). the Tax
- Courtheld that an, organlzation that réviewed the propriety of hospital treatrent provuded to
Medicare and Medicaid reclpnents was exempt Linder section 501(c)(3) of the Code because it
" lessened the' burdens of govemment and promoted the health of persons eligible for: Medicare
K and Medtcald : :

ln Rev Rul 81 -276 1981~2 C. B 128 the Servnoe heid that a PSRO qualifies for
- exemption under section 501(c)(3) of. the Code bewuse it lessens the burdens of govemment

' and promotes the health of the benef‘ cnanes of. the Medtcare and Medicaid programs.. P

. " Rev., Rul 85—1 1985-1 C B 177 provudes that an orgamzatlon is lessening the. burdens ;
" of' govemment :when the ‘organization’s actlvities are activities that a govemmental unit + - '
consnders to be, Its own burden, and such activities actually lessen such govemmental burden. -

~An- orgamzatlon that prowdes funds to.a oounty's law enforcement.agencies to police illegal
" narcotics. traft' ¢ Iessens the burdens of govemment and therefore is descnbed in section

SCENEH T i . |
. RéviRuL 85-2, 19851 C. B. 178 prowdee that an orgamzatvon that provides Iegal

i

L . assnstance to guardlans ad litem who represent abused and negleded chlldren before a juvemle_ R




" court that requires their appointrment lessens thé burdens of govérhmen,t and is also described
in section 501(c)(3). - e . : '

o Living_Faith, Inc. v. Commissioner, 950 F.2d 365 (7th Cir. 1891), invoived an
organization that:operated restaurants and healfh food-stores with the intention of furthering the
 religious work.of the Seventh-Day Adventist Chifch as a health ministry. However, the Seventh
Circuit held that these activities were primarily carried on for the purpose of conductinga
- commercial business enterprise. Thereforey the, organization did not qualify for recognition of
exemption under sectior 501(c)(3) of the Code.; : R o

. on Pharmacy-Services, Inc. \ Commissioner, 72 T.C. 687 (1979), affd, 625
. F.2d 804 (8th.Cir. 1 380); the Tax Court held that-while selling prescription pharmaceuticals

* promotes health, pharmagies. cannot qualify forrecognition of exemption under section

. 501(c)(3) of the Code on that basis alone. . . S :

RATIONALE:

" Underthe regulations, an organization that is organized.and operated. exclusively for
- charitable plrposes may qualify for exemption under section 501 (c)(3)of the Code. The
regulations alsp provide that an organization will\be regarded as *operated exclusively” for one
. orrore exernpt purposes.only if it engages primarily in activities which accomplish one or more
.. .of such exempt purposés specified in section 501(c)(3) of the Code. An organization will not be:
" . so regarded if more than. ah insubstantial part ofiits activities is not in furtherance of an exempt
purpose. TR R ST . ‘) ; R

1

- .The promotion of health has long been recognized as a charitable. purpose. Whether a:
hospital prohlo_tes,healtl;i;in, a charitable- manneriis determined under the .community benefit.
_ standard of Rev. Rul. 69:545, supra.. This standard focuses on a nurmber of factors to '
.determine whether the hospital benefits the communily as whole rather than private interests.
Thé application of the community benefit standard to exempt hospitals and.other exempt health
care organizations was sustained’r, Eastern Kentuc  Welfare Rights Ora. v. Simon, 506 F.2d
1278 (D.C. Cir..1974), vacated on other grounds, 426 U.S. 26 (1975); and in Sound Health
. Assogiation v. Commissioner, 71°T.C: 158 {1978), acg., 1981-2C.B. 2. e

: _ The Service and the courts have recognized that the promotion of heaith includes.
activities otrier than the direct provision of patient care. See Rev. Rul: '81-298, supra; Rev. Rul.
81-276, supra; Rev. Rul. 77-69, supra; Rev. Rul. 77-68, supra; Rev. Rul. 75-197, suora; and

"Queens County PSRO, supra. - cal ’ ; .

" However; ah organization that merely promotes health, without more, is not entitied 1o
recognition of exemption under section 501(c)(3) of the Code. See Living Faith, In¢. v.
Commissioner, supra; and Federation Pharmacy Services, Ing. v, Commissioner, supra.

' Your activities consist of arranging,for health insurance for employees-of small-- )
employers in the state off i that eari no more than 200% of the fedéral poverty level. You

will receive funding from small employers, pthe;r exempt organizations-and federal funding,
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which will enabié- ypu to né'g_qtiate health insiiratiqfe pte':mium rates on behalf;df the small
employers_ ) L 1 . Tl ) s ‘ . , { ' . .
You have ._n_og: shown that this dctivity:satisfies the community benefit standard. You are

opetating a discounted purchasing agency for the benefit of the small employers: that you serve
~ which is similarto the oiganization described in Rev. Rul. 54-305, supta. Furthermore, you Co
have not shown that'arranging for discounted health insurance relieves.the poor and distressed

or underprivileged-within.the meaning of section 1.501QBH(@2- .
" You l;aave not provided any inf’drmatié hat you are lessening the burdens of
govemment of the state 0 . The state o enacted legislation indicating thatit

wants organizations:o arrange-for‘low cost health insurance for specific individuals, but:while it
. encourages these types of organizations to provide these services, the state offiiliehas
. néver considered the activity of providing health insurance to be its own. Therefore, your
.. -activities do not constitute: rellef-of the burdens of govemment. See Rev. Ruls, 85-1 and 85-2, .
- supra. Basically, all you.are doing is.receiving a‘subsidy from the state to provide discounted

; _ health insurance to individuals that are not members of a charitable class. :

: S . Accordingly, you do not qualify for exetnption as an organization described in section
i 7 501(c)3) of the‘Code and you must file fedéral income tax retums. ' »
~ . Contributions to you are-not deductible under section 170 of the Code. .
. You have the right-to protest this ruling if chm believe it is incorrect, To.protest, you should:
- 'submita statement of your views to this office, with a full explanation of your reasoning. This
. statement, signed by one of your offigers, must be submitted within 30 days from the date of this
't letter. You also-havea right to a conference.in this office after your statement is submitted.
_You must request the conference, if you ‘want one, when you file your protest statement. If you.
- "ard to be represented by:someone who is bt one of your officers, that person will need to file a
proper power of attomey and-atherwise qualify: under ‘our Coriference and.Practices
Requirements: © | A T ‘

if you do-not protest this ruling in a tintely manner, it will be considered by the Intemnal

Revenue Service as-a failure to.exhaust available administrative remedies. Section 7428(b)(2)
. be issued in;any. proceeding unless the Tax Court, the United States Court of Federal Claims, or
the District Courtof the United States for the District of Columbia determines thatthe

organization involved has exhausted administrative remedies avallable to it within the internal ;
Revenue Service. : : R Sk : ot

..+ ) wedo not hear from you within 30 days, this ruling will become final and a copy will be
foswarded fo the Ohio Tax Exempt and Govemment Entities (TE/GE) office. Thereafter, any =
questions about your-federal income tax status should be directed to that office, either by calling

- 877-829-5500 (a toll free number) or sending correspondence ta: intemal Revenue Service,
TE/GE Customer Service, P.0. Box 2508, Cincinnati, OH 45201. The appropriate State

 Officials will be riotified of this action in accordance with Code section 61 04{c).

H

of the Code provides, in part, that-a declaratory judgement or decree under this section shallnat




When sendmg add:tuonal letters to us wnh respect to this case, you' will eXpednte theur
- receipt by using the followmg address: ,

Intemnal Revenue Service
. T:EQ:RATA
- 1111.Consfitution Ave, NW.
. Washungton. D.C. 20224 '; ;

» If you have any questnons please oontact the person whose name and telephone number
_are shown in the headmg of thls Ietter

Sincerely,
. (digned) llarv).n Frhdlmm

Marvin Friedlander
Manager, EO Technical
Group 1




